
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S E R V I C E  COMMISSION 

* * * * * 

fn the M a t t e r  of :  

THE A P P L I C A T I O N  OF LESLIE COUNTY ) 
TELEPHONE COMPANY, I N C . ,  FOR 
ORDER A U T H O R I Z I N G  ADJUSTMENT OF ) 

CASE NO. 9 4 3 0  

RATES AND CHARGES 1 

O R D E R  

I T  IS ORDERED t h a t  Leslie C o u n t y  Telephone Company, I n c . ,  

("Leslie C o u n t y " )  s h a l l  f i l e  a n  o r i g i n a l  and t w e l v e  copies of t h e  

f o l l o w i n g  i n f o r m a t i o n  w i t h  the Commiss ion ,  w i t h  a copy to  a l l  

p a r t i e s  of r e c o r d ,  w i t h i n  2 weeks of t h e  d a t e  of t h i s  O r d e r .  Each 

copy of t h e  d a t a  r e q u e s t e d  should be p l a c e d  in a bound volume with 

each i t e m  tabbed.  Where a number of shee ts  are required for  a n  

i t e m ,  e a c h  sheet s h o u l d  be a p p r o p r i a t e l y  i n d e x e d ,  f o r  e x a m p l e ,  

I t e m  l ( a ) ,  s h e e t  2 of 6. C a r e f u l  a t t e n t i o n  s h o u l d  be g i v e n  to 

copied m a t e r i a l  to  i n s u r e  that it  is legible. L e s l i e  Coun ty  s h a l l  

furnish with each r e s p o n s e  the name of t h e  w i t n e s s  who W i l l  be 

available a t  t h e  p u b l i c  h e a r i n g  for r e s p o n d i n g  t o  questions 

c o n c e r n i n g  each area of i n f o r m a t i o n  requested. Where i n f o r m a t i o n  

requested h e r e i n  h a s  been p r o v i d e d  along w i t h  the o r i g i n a l  

a p p l i c a t i o n ,  i n  t h e  format r e q u e s t e d  h e r e i n ,  r e € e r e n c e  may be made 

to  t h e  s p e c i f i c  l o c a t i o n  of s a i d  i n f o r m a t i o n  i n  r e s p o n d i n g  to t h i s  

i n f o r m a t i o n  r e q u e s t .  I f  n e i t h e r  t h e  r e q u e s t e d  i n f o r m a t i o n  nor a 

m o t i o n  for an e x t e n s i o n  of t i m e  is f i l e d  by  the s t a t ed  da te ,  the 

case may be d i s m i s s e d .  



1. P r o v i d e  i n f o r m a t i o n  r e f e r e n c i n g  those s e c t i o n s  of t h e  

NECA I n t r a s t a t e  t a r i f f  w h i c h  is the b a s i s  for t h e  c a l c u l a t i o n s  of 

S c h e d u l e  14, Leslie C o u n t y  T e l e p h o n e  Company, Inc., C a l c u l a t i o n  of 

t h e  E f f e c t  of t h e  NECA Rate Change .  

2 .  P r o v i d e  copies of t h e  I n t e r s t a t e  t a r i f f  w h i c h  is t h e  

basis for the c a l c u l a t i o n s  of S c h e d u l e  14. 

3. E x p l a i n  why t h e  b i l l i n g  a n a l y s i s  does n o t  ma tch  t h e  

amount u s e d  t o  ca l cu la t e  a d j u s t e d  r e v e n u e s  o n  S c h e d u l e  12 of Hr.  

S w a n s o n ' s  d i r e c t  t e s t i m o n y .  

4 .  For t h e  test y e a r ,  p r o v i d e  a m o n t h l y  break-down o f  t o l l  

s e r v i c e  r e v e n u e  i n to  i n t r a -  and interstate components .  

5. When available provide a copy  of the  1985 a u d i t e d  

f i n a n c i a l  s tatements.  

6. The 1984 a u d i t e d  financial S t a t e m e n t s  provided in 

response to I t e m  N o .  6 of t h e  i n i t i a l  i n f o r m a t i o n  request  does n o t  

m a t c h  those i n c l u d e d  i n  t h e  1984 A n n u a l  Report. Reconcile the 

d i f f e r e n c e s  b e t w e e n  t h e  t w o  sets of f i n a n c i a l  s t a t e m e n t s  w i t h  a 

f u l l  e x p l a n a t  i o n .  

7 .  P r o v i d e  t h e  e n t r i e s  w h i c h  were recorded to t h e  

D e p r e c i a t i o n  Reserve a c c o u n t  dur i n g  the t es t  period by month. 

8 .  I;bee a c c u m u l a t e d  depreciation In the amount  Of 

$2 ,828 ,585  i n c l u d e  d e p r e c i a t i o n  o n  p l a n t  r e c l a s s i f i e d  from 

work-in-progress at A u g u s t  31, 1 9 8 5 1  

9 .  Schedule 7 of Mr. S w a n s o n ' s  testimony h a s  a 

d e p r e c i a t i o n  expense a d j u s t m e n t  5f $72,033, b u t  Schedule 10 s h o w s  

an a d j l ; s t m e n t  of $71,033. Which is the c o r r e c t  amount?  
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10. Why a r e  a c c o u n t s  231 a n d  232  l i s t e d  o n  Schedu le  2 of 

S w a n s o n ' s  t e s t i m o n y  b u t  o m i t t e d  i n  r e s p o n s e  t o  q u e s t i o n  l Z ( a )  of 

the C o m m i s s i o n ' s  f i r s t  d a t a  reques t?  

11. On S c h e d u l e  8 ,  p r o v i d e  a n  e x p l a n a t i o n  a n d  j u s t i f i c a t i o n  

for  pro fo rma  a d j u s t m e n t  113 .  

1 2 .  On S c h e d u l e  11, s u p p o r t  d e p r e c i a t i o n  r a t e s  f o r  a c c o u n t s  

2 2 1 . 2  and 2 3 4 .  

13 .  The f o l l o w i n g  a r e  i n  r e f e r e n c e  to  I n v e s t m e n t  Tax 
I 
! 

C r e d i t s  ("ITC"): 

(a) P r o v i d e  t h e  t y p e s  of u t i l i t y  p l a n t  upon w h i c h  t h e  

ITC was e a r n e d ,  t h e  d o l l a r  amount of t h e  p l a n t  a n d  t h e  d a t e  t h e  

p l a n t  w a s  p l a c e d  i n  s e r v i c e .  

( b )  A f t e r  r e v i e w i n g  Leslie C o u n t y ' s  Annual R e p o r t s ,  i t  

a p p e a r s  t h a t  p r i o r  to 1983 D e f e r r e d  ITC was r e c o r d e d  i n  an a c c o u n t  

o t h e r  t h a n  A c c o u n t  b i o .  176.2 - A c c u m u l a t e d  D e f e r r e d  Income 

Taxes - -Othe r .  P r o v i d e  t h e  a c c o u n t i n g  method u t i l i z e d  by L e s l i e  

C o u n t y  pr ior  t o  1983. I f  t h e  me thod  has c h a n g e d ,  p r o v i d e  t h e  

c u r  r e n t  method . 
( c )  Per t h e  1983 a n d  1 9 8 4  A n n u a l  R e p o r t s ,  Leslie C o u n t y  

r e c o r d e d  a n  i n c r e a s e  i n  t h e  amount  of $ 2 2 , 6 0 5  to  D e f e r r e d  I T C  in 

1983 and  i n  1 9 8 4  recorded a d e c r e a s e  i n  t h e  amount  of $30,518. 

E x p l a i n  t h e  f l u c t u a t i o n s  to D e f e r r e d  1°C a n d  t h e  r e a s o n  no  

a m o r t i z a t i o n  was a p p a r e n t l y  recorded d u r i n g  t h e s e  t w o  y e a r s .  

( d )  On S c h e d u l e  5 of Swanson ' s  t e s t i m o n y ,  how was t h e  

composite d e p r e c i a t i o n  r a t e  d e r i v e d ?  

(e) Explain why t h e  composite r a t e  for the e n t i r e  

u t i l i t y  p l a n t  w a s  u t i l i z e d  i n  t h e  c o m p u t a t i o n  of ITC a m o r t i z a t i o n  

- 3- 



(Mr. S w a n s o n ' s  d i r e c t  t e s t i m o n y ,  S c h e d u l e  5 )  r a t h e r  t h a n  t h e  r a t e s  

t h a t  a r e  a p p l i c a b l e  t o  t h e  p l a n t  w h i c h  c a u s e d  t h e  ITC.  

( f )  D i d  Leslie C o u n t y  e a r n  ITC from t h e  p r e s e n t  

c o n s t r u c t i o n ,  i f  so, p r o v i d e  t h e  a m o u n t ,  t y p e  o f  p l a n t  a n d  t h e  

da ted  e a r n e d .  

14 .  P r o v i d e  t h e  f o l l o w i n g  t a x  d a t a  where  appl icable  f o r  t h e  

test p e r i o d  a c t u a l  a n d  a d j u s t e d  o p e r a t i o n s :  (If the i n f o r m a t i o n  

h a s  a l r e a d y  been provided please g i v e  r e f e r e n c e  to where  it is 
located. ) 

( a )  Income t a x e s :  

Fede ra l  o p e r a t i n g  income t a x e s  d e f e r r e d  - 
accelerated t a x  d e p r e c i a t i o n  

Fede ra l  o p e r a t i n g  income t a x e s  d e f e r r e d  - 
o t h e r  ( e x p l a i n )  

F e d e r a l  income t a x e s  - o p e r a t i n g  

Income C r e d i t s  r e s u l t i n g  from p r i o r  d e f e r r a l s  
of F e d e r  a1  Income t a x e s  

I n v e s t m e n t  t a x  c r e d i t  n e t  

(1) I n v e s t m e n t  c r e d i t  r ea1 ized 

( i i )  I n v e s t m e n t  c r e d i t  a m o r t i z e d  - 
Pre-Revenue  A c t  of 1 9 7 1  

( i i i )  I n v e s t m e n t  credit amortized - Revenue 
A c t  of 1 9 7 1  

P r o v i d e  t h e  i n f o r m a t i o n  in 1 4 a  (1) t h r o u g h  1 4 a  
( 3 )  f o r  s t a t e  income t a x e s .  

R e c o n c i l i a t i o n  of book t o  t a x a b l e  income as 
s h o w n  i n  Format 20a ( 7 )  and a c a l c u l a t i o n  of 
t h e  book F e d e r a l  a n d  S t a t e  income t a x  e x p e n s e  
for  t h e  t e s t  y e a r  u s i n g  book t a x a b l e  income  as 
t h e  s t a r t i n g  p o i n t  

A copy of F e d e r a l  and s t a t e  income t a x  r e t u r n s  
f o r  t h e  t a x a b l e  y e a r  e n d e d  d u r i n g  t h e  t e s t  
y e a r  i n c l u d i n g  s u p p o r t i n g  s c h e d u l e s  
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( 9 )  S c h e d u l e  of f r a n c h i s e  fees paid to  c i t i e s ,  
towns  or m u n i c i p a l i t i e s  d u r i n g  t h e  test y e a r  
i n c l u d i n g  t h e  basis of t h e s e  f e e s  

(b) A n  a n a l y s i s  of Ken tucky  o t h e r  o p e r a t i n g  t a x e s  i n  

t h e  f o r m a t  as shown i n  a t t a c h e d  Forma t  20b. 

15. P r o v i d e  full d o c u m e n t a t i o n  fo r  t h e  r e v e n u e  a d j u s t m e n t  

column c o n t a i n e d  i n  S c h e d u l e  7 of Mr. S w a n s o n ' s  d i r e c t  t e s t i m o n y .  

A d e t a i l e d  c a l c u l a t i o n  s h o u l d  be shown for  t h e  d e t e r m i n a t i o n  of 

income  taxes .  

16 .  E x p l a i n  why f e d e r a l  t a x  e x p e n s e  is n o t  i n c l u d e d  i n  t h e  

m o n t h s  of J a n u a r y  1 9 8 5  t h r o u g h  A u g u s t  1985 .  ( S c h e d u l e  6 of M r .  

S w a n s o n ' s  d i r e c t  t e s t i m o n y .  1 

17. P r o v i d e  t h e  f o l l o w i n g  i n f o r m a t i o n  for t h e  1 9 8 2  n o t e  

from t h e  R u r a l  E l e c t r i f i c a t i o n  A d m i n i s t r a t i o n  ( " R E A " )  w h i c h ,  when 

c o m p l e t e l y  a d v a n c e d ,  w i l l  be i n  t h e  amount  of $6,834,000 a t  a n  

a n n u a l  i n t e r e s t  r a t e  of 5 % :  

( a )  The da t e  a n d  amoun t  of e a c h  a d v a n c e m e n t .  

( b )  The t o t a l  amount  a d v a n c e d  a t  t h e  e n d  of t h e  t e s t  

per iod.  

18. S c h e d u l e  13 of Mr. S w a n s o n ' s  t e s t i m o n y  is a l i s t i n g  of 

o u t s t a n d i n g  n o t e  b a l a n c e s  a s  of t h e  e n d  of t h e  t e s t  p e r i o d .  

P r o v i d e  t h a t  same i n f o r m a t i o n  f o r  e a c h  n o t e  s e p a r a t e l y .  

19 .  I n  h i e  d i r e c t  t e s t i m o n y ,  answer  1 9 ,  Mr. R o a r k  s t a t e d  

t h a t  a T I E R  of 1.7 w a s  r e l i e d  upon i n  t h e  c a l c u l a t i o n  of p r o p o s e d  

e a r n i n g s  b e c a u s e  i t  wou ld  c o m p e n s a t e  for t h e  i n c r e a s e  i n  i n t e r e s t  

which  would occur when t h e  e n t i r e  1 9 8 2  REA l o a n  is a d v a n c e d .  

S c h e d u l e  13 of Mr. S w a n s o n ' s  t e s t i m o n y  appears to h a v e  u t i l i z e d  

b o t h  t h e  TIER of 1.7 and t h e  e n t i r e  amount of t h e  1982 REA loan.  
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P r o v i d e  a n  e x p l a n a t i o n  of t h e  a p p a r e n t  c o n f l i c t  b e t w e e n  t h e  t w o  

t e e t i m o n i e s .  

2 0 .  The f o l l o w i n g  a r e  i n  r e f e r e n c e  t o  t h e  d e t a r i f f i n g  of 

embedded C.P.E. ( A d m i n i s t r a t i v e  Case N o .  2 6 9 ) :  

( a )  When d o e s  L e s l i e  C o u n t y  p l a n  to  implemen t  i ts 

d e t a r i f f i n g  of C . P . E ?  

(b) P r o v i d e  t h e  a l l o c a t i o n  m e t h o d o l o g y  u s e d  i n  

d e t e r m i n i n g  t h e  e x p e n s e s  a s s o c i a t e d  w i t h  embedded CPE.  

(c) Have all e x p e n s e s  a n d  r e v e n u e s  associated w i t h  

embedded CPE b e e n  removed from o p e r a t i n g  sections of Leslie 

C o u n t y ' s  f i n a n c i a l  s t a t e m e n t ?  I t  n o t ,  p r o v i d e  t h e  a p p r o p r i a t e  pro 

f o r m a  a d j u s t m e n t s  n e c e s s a r y  t o  e l i m i n a t e  these i t e m s .  

( d )  Does Leslie C o u n t y  propose a n y  pro forma 

a d j u s t m e n t s  t o  remove u t i l i t y  p l a n t ,  a c c u m u l a t e d  d e p r e c i a t i o n  a n d  

d e p r e c i a t i o n  e x p e n s e  from t h e  r e g u l a t e d  a c c o u n t s  to  t h e  

u n r e g u l a t e d  a c c o u n t s .  I f  so, p r o v i d e  t h e s e  a d j u s t m e n t s .  If n o t ,  

p r o v i d e  a n  explanation. 

( e )  Does Leslie C o u n t y  c o n c u r  t h a t  a p o r t i o n  o f  i ts 

l o a n s  were o b t a i n e d  i n  c o n n e c t i o n  w i t h  embedded CPE a n d  t h a t  some 

of that debt r e m a i n s  o n  the books? If so, p t o v i d e  the amoun t  of 

t h e  l o a n ( s )  w i t h  associated i n t e r e s t ,  i f  n o t  t h e n  provide an 

e x p l a n a t i o n .  

21. P r o v i d e  j u s t i f i c a t i o n  for t h e  a l l o c a t i o n  m e t h o d o l o g y  

utilized in adjustment No. 1 2  of MY. S w a n s o n ' s  d i r e c t  t e s t i m o n y ?  

(the allocation of e x p e n s e s  associated w i t h  d e r e g u l a t e d  lease 

revenue.)  
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22.  P r o v i d e  d e t a i l e d  e s t i m a t i o n  for r a t e  case expenses 

( S c h e d u l e  26, Swanson d i r e c t  t e s t i m o n y )  i n  t h e  amount  of $ 7 7 , 0 0 0 .  

23. P r o v i d e  d e t a i l e d  e s t i m a t i o n  of why Leslie C o u n t y  h a s  

e s t i m a t e d  a 2-yea r  a m o r t i z a t i o n  p e r i o d  for r a t e  case e x p e n s e .  

24. The f o l l o w i n g  a r e  i n  r e f e r e n c e  t o  Leslie C o u n t y ' s  tes t  

p e r  i o d  m a i n t e n a n c e  e x p e n s e :  

( a )  E x p l a i n  why a d j u s t m e n t s  to  m a i n t e n a n c e  a r e  based 

o n  a 5 - y e a r  a v e r a g e ,  w h i l e  a d j u s t m e n t s  t o  I igh t -of -way expenses 

are based o n  d 3.667-year  a v e r a g e  ( S w a n s o n ' s  t e s t i m o n y ,  S c h e d u l e  

18 a n d  2 7 ) .  Why were 4 m o n t h s  of 1984  c o u n t e d  twice i n  

m a i n t e n a n c e  a v e r  age? 

(b) E x p l a i n  why m a i n t e n a n c e  expenses i n c r e a s e d  

d r a s t i c a l l y  i n  1984 a n d  1985. W e r e  t h e r e  a n y  u n u s u a l  

c i r cums t anc es? 

( c )  E x p l a i n  why 1983 r i g h t - o f - w a y  expense  was 

s i g n i f i c a n t l y  h ighe r  t h a n  s u r r o u n d i n g  y e a r s .  Were t h e r e  a n y  

u n u s u a l  c i r c u m s t a n c e s ?  Should any  p a r t  of t h i s  e x p e n s e  h a v e  been 

i n c l u d e d  i n  p l a n t  a c c o u n t s ?  Why was t h e r e  no r i g h t - o f - w a y  e x p e n s e  

i n  19813 Why was 1981 n o t  i n c l u d e d  i n  t h e  a v e r a g e ?  

(d) I n  c a l c u l a t i n g  n o r m a l i z e d  L i gh t -o f -way  c l e a r i n g  

( S c h e d u l e  1 7 ,  S w a n s o n ' s  d i r e c t  t e s t i m o n y )  and m a i n t e n a n c e  e x p e n s e  

: S c h e d u l e  27,  S w a n s o n ' s  d i r e c t  t e s t i m o n y )  L e s l i e  C o u n t y  u t i l i z e d  

differing a v e r a g e s :  h o w e v e r ,  b o t h  c o n s i s t e d  e n t i r e l y  of t h e  p e r i o d  

of c o n s t r u c t i o n .  Does L e s l i e  C o u n t y  c o n c u r  t h a t  b o t h  e x p e n e e e  may 

h a v e  been o v e r s t a t e d  d u r i n g  t h e  p e r i o d  of r e c e n t  c o n s t r u c t i o n ?  If 

n g t  p r o v i d e  a n  e x p l a n a t i o n .  
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(e) E x p l a i n  why Leslie C o u n t y  is of the o p i n i o n  t h a t  

t h e  n o r m a l i z e d  l e v e l  of r i g h t - o f - w a y  c l e a r i n g  a n d  m a i n t e n a n c e  

e x p e n s e  is as developed i n  its t e s t i m o n y .  

(f) Would L e s l i e  C o u n t y  c o n c u r  t h a t  to o b t a i n  

n o r m a l i z e d  r i g h t - o f - w a y  c l ea r  i n g  a n d  m a i n t e n a n c e  e x p e n s e  t h a t  

y e a r s  p r i o r  t o  t h e  c o n s t r u c t i o n  p e r i o d  s h o u l d  be i n c l u d e d  i n  t h e  

a v e r  a g e ?  I f  so, p r o v i d e  a r e c a l c u l a t i o n  of t h e  pro  f o r m a  

a d j u s t m e n t .  I f  n o t  e x p l a i n .  

2 5 .  P r o v i d e  d o c u m e n t a t i o n  to  s u p p o r t  p r o p o s e d  CWIP i n  t h e  

a m o u n t  of $50 ,000 ( S c h e d u l e  1 6 ,  Mr. S w a n s o n ' s  d i r e c t  t e s t i m o n y )  . 
26. The f o l l o w i n g  a r e  i n  r e f e r e n c e  to  t h e  c a p i t a l i z a t i o n  

of non-recurr  i n g  p a y r o l l  e x p e n s e s :  

( a )  Mr. R o a r k  s t a t e d  i n  h i s  d i r e c t  t e s t i m o n y ,  answer 

No. 2 4 ,  t h a t  $ 7 4 , 3 5 3  of p a y r o l l  e x p e n s e  w a s  f o r  p a r t - t i m e  

e m p l o y e e s  a n d  t h a t  $33,809 of t h e s e  wages c o n s t i t u t e s  a n o r m a l  

y e a r l y  o c c u r r e n c e .  Provide d o c u m e n t a t i o n  for t h i s  e s t i m a t e .  

( b )  Mr. R o a r k  f u r t h e r  s t a t ed  i n  answer  No. 24 t h a t  

test  per iod wage e x p e n s e  would  be r e d u c e d  by $ 4 0 , 5 4 4 ;  h o w e v e r ,  M r .  

Swanson i n  h i s  d i r e c t  t e s t i m o n y  S c h e d u l e  28 further reduced  t h i s  

amount by 15 p e r c e n t  and t h e  a s s o c i a t e d  F I C A  and Unemployment 

t axes  by t h e  same p e r c e n t a g e .  P r o v i d e  a n  e x p l a n a t i o n  fo r  t h i s  

c o n f l i c t  and  t h e  c o r r e c t  amount .  A l s o  p r o v i d e  d o c u m e n t a t i o n  

s u p p o r t i n g  t h e  15 p e r c e n t  of wages  c a p i t a l i z e d .  

27 .  A f t e r  r e v i e w i n g  t h e  b r e a k d o w n s  c o n t a i n e d  i n  I t e m  Nos. 

2 ,  7 a n d  10  t e s t  per iod  o p e r a t i n g  e x p e n s e s  c o n t a i n s  $9,030 of r a t e  

case e x p e n s e .  Is t h i s  amount  t h e  a c t u a l  e x p e n d i t u r e  or is i t  

r e p r e s e n t a t i v e  of e x p e n s e  w h i c h  w a s  amor t i zed .  

-8- 



2 8 .  P r o v i d e  a detailed breakdown of t h e  costs of s e n d i n g  

t h e  employees t o  t h e  n a t i o n a l  c o n v e n t i o n .  

Ibne at F r a n k f o r t ,  Kentucky,  t h i s  6th day Of February, 1986. 
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